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Ms. Linda Robertson

Assistant to the Board for Congressional Liaison
Board of Governors of the Federal Reserve System
Twenlieth and Constitution Avenue, N.W.

Washin ‘on, DC 20571

Dear Ms. Robertson:

Please find enclosed correspondence from my constituent, Mr. Geoffery Sheils, about a
matter that falls under the jurisdiction of your agency.

[ would appreciate your reviewing the correspondence and providing me with information
that may serve as the basis for my reply.

With warm regards, [ am

Sincerely,

“NICKJ.RAHALL, Il
Member of Congress

NIR/am
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October 16,2012

Jemuf&r 1 Joimson, Secretary -

‘Board of Govet, aors of the cheral Reserve
System

20th Street and Consnmtmn Avcnue, N W
Washmgton, D.C. 20551 v

llerofﬁleCurfency

gton, I)C 26219

fRobe:t E I‘eldman v

Wash, gton, D C 20429

Re: Basel III ’»Gapxt{algl’répd{sais .
Ladies and Gentlemen:

1 appreclate the opportunity to prov;de my comments on the lascl 511t p;oposats that were
tly issued for public comment b deral Reserve Board, the Ofﬁce o he Compnallez

of the Cnrnency, and the Federal Depo it nsutance Corratten. e

My :mmc 13 Geoff Shel!s, and I have wexked fm Fxtst Sentry Bank»smce 199‘7 and :ihave been

largest fmancial msm ; mns in the comim
driving economic foree in the cominunity..
mote than 5% of the bank’s outstandmg 'stook It is :tmly a mdespre
knows its. mtssmn and works its mission. v >

for computmg iheu capital wqumements Bas. '
the largest, mtematxonally active banks employe
httle to do thh F}rst Sentty Bank orother ¢
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banks. It does not demonstrate a need to impose these
only refrained from these activities, but also do not cau

generatmn Most economnists agme that for cvery dollax Jent by a bank to a busmess for
business purpose (purchase building, p chase equipment, finance working capztal etc.); it

generates SIX DOLLARS for the ecoriomy. It has that type of multiplier effect. It would have a
mgmﬁcant detrxmental effect to the iocal cconomy 1f we wcre net able to make Ioans because we

greatcr I smcerely ux ge ﬁxe baﬁkmg regulatorsvto conn v
TRUPS issued by those bank hoidmg comp; nies with co
and $15 billion in assets. on

New Risk Weights

As it relates to the proposed risk weight framewcrk undez" 'ase 1, v
implementation of such is much too compli d i

jeopardize the housmg recovery, Increasin isk !
interest-only loans, and second lens will penahze commmuty vbanks who;affar these loan
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products o their customers and deprive customers of many financing options for resxdcnt:al
property. As the secondary housing market has ti htened, First Sentry Bank has used the
aforcmentsoned iendmg preducts to meet the mchwdual needs of xts cusiomeas. F ust Semx y

vvvvv

managemcnt. How 12 can be dctennmed th’!t a ﬁve ycar baﬂoon morigage has more mnate nsk
than a 15 year or 30 year fixed rate morigage is quite interesting to me, Htg,hcr risk weighting on
‘balloon loans would force First Sentry Bank {o originate longer term loans, hexgixtemng long-
term interest rate risk, potentially forcing us out of the residential loan market. Second fiens
could dmappem due to additional balance sheet. exposure imposed by the proposed capital
allocation requirements. First Sentry Bank will also be forced to make agntﬁcant software
upgrades and incur operational costs to track moﬂgage foan-to-value ratios in order to determine
the proper risk weight categortes for mongages

Elimilmtmn of Excess Reserv,ev 'Requn-emen-(s

Basel TIT continues the practice of Imutmg, ythe amount of the Allowance for Loan and Lease
Losses (ALLL) included in the risk based capital-calculations to 1.25 percent of gross risk
weighted assets. First Sentry Bank continues to adequately provide to the ALLL and believes
the entire amount should be included in risk based capital calculations. As of 9/30/12, we
excluded over $2 million of the ALLL that arguably should be included in risk based capital. By
establishing this arbitrary ratio of 1.25% of gross risk weighted assets, it ;nov;des a disincentive
for banks to properly fund their reserve based on the inherent nsks in their loan portfohos

Incorporating Accumulated Other Cemprchensxve Incomc (AOCI) as Part of Regula(ory
Capital L

Inclusion of accumulated other comprehensive income (AOCI) in capiiai for connnumty banks
will result in increased volatshty in regulatory capital balances and could rapidly deplete capital
levels under certain economic conditions. AQCI for most community banks represents
unrealized gains and losses on. mvestment securities held in availabie-for-saie. Because these
secutities are held at fair value, any gains or losses due to changes in interest rates are captuned :
in the valuation. Recently, both short-term and long-term interest rates have fallen to historic
lows generating unprecedented unrealized gains for most investment securities, Add;tlonaliy, '!
demand for many implicitly and cxphcxﬂy govennnent guar anteed securities has risen due to a
flight to safety and government intervention in the capital matkets. ‘This increased demand has
caused credit spreads to tighten further i mcreasmg boad valuauons

Interest rates have fallen to levels that are tmsustamable long-term once an economic recovery
accelerates, As interest rates rise, fair values will fall causing the balance of AOCI to
decline and become negative. This decline will have a direct, imimediate impact on common
equity, tier 1, and total capital as the unrealized losses will reduce capital balanees. At First
Sentry Bank, for instance, if interest rates increased by 300 basis points, initial calculations
suggest that the bank’s bond portfoho would show a paper loss of $5,100,677. Since this
proposed regulation would require this unrealized paper loss to be included in regulatory capital,
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i "zby 13, '9%, all because of an
andfm 1o need to sell these

v esting in them Banks fike us will
gzes liked mteaest rate swaps that would lessen
current earnings and make the financial statements much more. complicated. Commaunity banks
'would be forced to rely on outside censnv i d-mveslment bankers who purport to have the
requisite knowledge/expertise to engage in these transactions as community banks generally lack
the expertise required to manage the assocxated risks and costs of such derivative transactions. It
is my- recommendation that commumty banks should continue to exciude AOCI ﬂom capital
measures as it is done today. :

:be forced to cons:der comphcated hedf

Gapifafﬂbnservation Buffers

Commumty banks have managed their financial affaus quite well. Ifa bank is well capitalized,
it is well capitalized, and our position is that the imposition of a capital conservation buffer is
totally unwarranted for a bank to be able to pay dividends to its shareholders. Why should a
bank that is well capitalized in all of the ratios (mcludmg the proposed addition of a new, fourth,
ratio) not be allowed to pay a dividend if it remains well ca;mahzed after the payment of such?
Agam, tlns jnst comphcates matters, and it ﬁu‘ther mjm’es a bank’s ab:lxty to attract capztai when

and I am not sure that is what thxs propesai mtended

In conclusion, I think it is apparent what- damage t}us praposed reguiation can. do to m g bank, not
to menuon the cozmmxmiy bankmg industr y'as a w}mle. Naxi month wﬂi markrthe,.’it) year that

as is, Ithmk the ensumg 30 montbs wﬁ!ﬁ havc ore'change thai ,i*e' ous 30 years wiﬂi
community banks facing their demise and bei

eing forced to sell'to th ai:onal and regional
banks. T do not believe this was the intent of Basel Iif butiam conf tisnt,:t wa}i be an o
unintended consequence should it be mlpiemented as is. ’ -

Thank you again for allowing me to prmnde input on this most nnporiant matter, axxd T appreciate
your consideration in this extremely important matter.. : o

Sincerely,

Geofﬁcy S Sheils
President & CEO
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The Honorable Joe Manchin
United States Senate

303 Hart Senate Office Building

Washivgton, DC 20510-4801

The Honorable John D, Rockefel!ei IV
United States Senate

531 Hart Senate Office Bmldmg _
Washington, DC 20510- 48()2

“The Honorable Nick Rahall

United States House of Rapmséxﬁaﬁves
2307 Rayburn House Office Building

‘Washington, DC 20515-4803

The Honorable Shelley Moore Capito
United States House of Representatives
2443 Rayburn House Office Building
Washington, DC 26515-4802 '

The Honorable David McKinley
United States House of Representatives
313 Cannon House Office Building
Washington, DC 20515-4801

First Sentry Bank Board of Directors
Robert H. Beymea, Chairman
Kerey P. Dillard

David Fox, 11

Jeffrey E. Hood

Johnnie Jones

Nester S, Logan

J. Grant McGuire

Charles H. McKown Jr., MD

Edward W. Morrison, Jr.

Sally C.B. Oxley
George A. Patterson, 111
Paul B. Riedel

Robert L. Shell, Jr.

J. Roger Smith

Mare A. Sprouse
Paul L. Turman, 11
John Jay White

Joseph Williams

S. Kenneth Wolfe, MD






